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STATEMENT OF THE CASE

L.O. Oil & Gas, L.L.C. (hereinafter “L.0.”) has applied for an exception to Statewide Rule 21 to
produce Well No. 4 onthe Brown “B” (13725) Lease, MarshaField, Bastrop County, Texas (hereinafter
“subject leasg” and/or “Brown No. 4”) by regularly jetting thewel | with amobile compressor, aproduction
method commonly referred to as* air-jetting”. Thisunprotested gpplication seeksauthority to useair-jetting
asaproduction method following the Commission’ sadoption of amendmentsto Rule 21 in October 2002.
The examiners recommend that L.O.’s application be denied because it is not supported by competent
technica evidence that an exception is necessary to either prevent waste or protect correlative rights.
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SUMMARY OF EVIDENCE

The examinerstook Officid Notice of the evidence, Proposa for Decision, and Fina Order in Oil
& GasDocket No. 01-0235777, in which the Commission recognized L.O. asthe operator of the subject
lease and the Brown No. 4 well. L.O. filed its firss Commission Form P-5 (Organization Report) on July
10, 2003 and posted financid assurance in the form of a $25,000 Letter of Credit. The Commission
determined in Oil & Gas Docket No. 01-0235777 that L.O. possessed a good faith claim of the right to
operate the subject lease by virture of alease obtained from the minerd interest owner on July 25, 2003.

Asnotedinthe Findings of Factin Oil & GasDocket No. 01-0235777, the Brown No. 4 well was
drilled by Avian Tech Internationd, Inc. to a total depth of 2430 feet. The well was perforated and
completed on May 14, 1993 inthe MarshaFiedld. The wdl is currently equipped with 150 feet of 2 3/8
inch tubing, and is connected by 3000 feet of flow line to atank battery. The Commission found, based
on L.O.’s own testimony, that the Brown No. 4 well should not be plugged because it could produce up
to 30 bopd if equipped for pumping production.

Additiondly, at L.O.’ srequest, Official Notice wastaken of amemorandum prepared by the Oil
and Gas Divison Fied Operations Section, which noted that Field Operations did not object to
consderation of the well for an exception to Rule 21. However, the memoranda further observed that
L.O’s edtimated production of 150 barrels per month was evidence “that conventional methods of
production could be used to produce thiswell without being uneconomic.”

In both hearings involving thiswdl, L.O. clamed it restored flowing production in the Brown No.
4 by injecting compressed air in the casing of thewell. To determineif the well was cgpable of production,
L.O. connected a gas-powered air compressor to the casing vave in order to inject air into the casing.
When 60 ps was reached, the tubing valve was opened and oil flowed to the tank battery. During asix
week testing period, air-jetting the well resulted in the production of approximately 140 barrels of ail.

L.O. testified in both hearingsthat the oil being produced from the subject well ismigrating into the
wellbore from the Augtin Chak formation. L.O. adso presented a copy of a gravity survey which it
contended shows that the Brown No. 4 is completed at a structurd high in the reservoir.

L.O. raised severd confusing and contradictory contentions in support of its request for an
exceptionto Rule 21. L.O. initialy asserted that the well could be restored to pumping production asthe
reservoir had “healed itself” of damage caused by prior improper reservoir management. However, L.O.
clamed that even though substantia reservesremained in the MarshaFidd, it was unable to determine the
volume of any remaining recoverable reserves underlying the lease because the prior operator improperly
reported production from Well No. 4 to wells on an adjacent lease.
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While admitting that thewell could berestored to pumping production, L.O. testified that estimates
it obtained to equip thewel| totaled $40,000. L.O. urged that the Commission grant it authority to produce
the wdl by air-jetting because it lacked the funds to properly equip the well a this time. Severd times
during the hearing, L.O. acknowledged that the only thing preventing it from equipping the well with a
pumping unit was the lack of funds.

L.O. aso argued that paraffin accumulation on the pumping equipment would inhibit production
if the well was reequipped and produced on pump. No technical evidence was provided to support this
clam, however, L.O. testified that two of its shut-in wells completed in the MarshaField are on pump, but
cannot be restored to production without first treating the wellsfor paraffin accumulation. Contrary tothe
initid position taken by L.O. concerning pumping production, L.O. claimed that it would actudly produce
moreoil by air-jetting than by pumping becausethe lack of reservoir pressurewould result in rgpid paraffin
accumulation which would regtrict pumping production.

Findly, L.O. argued that production by air-jetting was necessary to protect corrdativerightseven
though it admitted that there are no other active wellsinthe MarshaField. Contrary toits prior assertions
that a substantial volume of oil remainsin the reservoir, L.O. thendaimed thet it was skimming thelagt all
off the top of the reservoir. L.O. adso contended that the minera interest owners will be denied an
opportunity to recover their fair share of reservesbecauseit isimpossible to get the required reservoir data
to support equipping the well with a pump.

AUTHORITY
Statewide Rule 21(k) providesin pertinent part:

Swabhbing, bailing, or air jetting of wells is prohibited as a production method for wells
unless the Commisson has after notice and hearing, granted an exception to this
subsection. The Commission shdl give notice of the hearing at least 10 days prior to the
date of the hearing.
(1) An operator seeking an exception to dlow swabbing, baling, or ar jetting of
awd| gl
(A) provide the Commission withthe names and mailing addresses of the
minerd interest owners of record and surface owners of record of the lease on which a
well for which an exception is sought is located;
(B) present evidence at the hearing establishing:
(i) the method of production proposed;
(if) that any productionisproperly accounted for pursuant to §3.26
of thistitle (relating to Separating Devices, Tanks, and Surface Commingling of Qil);
(iii) that the proposed exception is necessary to prevent waste or
protect correlative rights;
(iv) that wellhead control is sufficient to prevent relessesfrom the



Oil and Gas Docket No. 01-0236356 PAGE 4

wdl;

(V) that no pollution of usable qudity water or safety hazard will
result from either the proposed production method or the condition of the well; and

(vi) that the operator possessesacontinuing good faith clamtothe
right to operate the well.

EXAMINERS OPINION

The examiners recommend that L.O.’s gpplication be denied because L.O. faled to present
aufficient evidence that the proposed production method for the subject well was necessary to prevent
waste or protect corrdative rights. The dominant premise of L.O.’ sgpplication wasthat it lacked the funds
to equip the wdl with a pumping unit. The fact that L.O. cannot afford to equip the well for pumping
production is not a substitute for proper technical evidence submitted to meet the requirements of Rule

21(K)()(B)(iii)-

An operator must present evidence addressing six issues outlined in Rule 21(k)(1)(B) to meet the
minimum requirementsfor an exception to produce awell by swabbing, bailing or air jetting. The operator
must show: 1) the method of production; 2) the production accounting method; 3) that the exception is
necessary to prevent waste or protect corrdative rights, 4) that wellhead control is sufficient to prevent
releases from the well; 5) that the production method for thewe | is safe and will not result in pollution; and
6) that it has good faith clam of aright to operate the well.

L.O. established five of the Sx mandatory requirements under Rule 21(k)(1)(B). Firgt, it outlined
an air-jetting method to produce the well. 1t showed that any production will be through aflow line into
atank battery on the subject lease.  Wellhead control was shown to be sufficient to prevent any releases
from thewdl. Air-jetting the well will not result in pollution or a safety hazard. The July 25, 2003 lease
condtitutesagood faith claim of aright to operatethe Brown No. 4 well. However, the evidence presented
by L.O. that an exception isnecessary to prevent waste or confiscation was based onitspleathat it cannot
afford to equip the well for pumping production.

The argument that an exception to Rule 21 is necessary as the only economic method for a
particular company to produce any remaining reserves was raised in the only swabbing application the
Commission has consdered, Oil & Gas Docket No. 01-0234805: Application of Caltex Energy Co.
to Consider an Exception to Satewide Rule 21 to Allow Production by Swvabbing, Bailing, or Jetting
on the B.P. Rollert (01141) Lease, Various Wells, Luling-Branyon Field, Caldwell County, Texas,
hereinafter referred to as the Caltex (Rollert) case. The Cdtex (Rollert) case noted:

It is difficult to assess whether this economic waste argument concerning pumping
production satisfies the standard required under Rule 21. The argument relies on severd
assumptions regarding production, reservoir behavior, operating costs, and future prices
of ail and naturd gas, which, while commonly used in the industry in evauating projects,
leave little margin for error, especidly when such a smal amount of hydrocarbons is
involved.
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The determination in the Cdtex (Rollert) case was that swabbing had the potential to produce
16,000 barrels of oil which would not be produced by pumping production based on the behavior of the
reservoir. Accordingly, temporary authority was provided to Caltex to either prove or disprove that
swabbing over an extended period of time would prevent actua waste.

In contrast to the Catex (Rollert) case, L.O. did not submit technica evidence that air-jetting will
potentialy produce more oil than pumping. In the Cdtex (Rollert) case, the Commission required
competent technica evidence presented by aqudified expert beforeit gpproved swabbing asaproduction
method on a lease that had not been previoudy produced by swabbing. L.O. presented no technical
andysis or qudified expert testimony concerning: 1) the reservoir characteristics of the Marsha Fidd; 2)
any edimate of the remaining recoverable reserves underlying the subject lease; or 3) achemicd andyss
of the paraffin content of any produced oil. Additiondly, L.O. itsdlf suggested that the well could be
equipped to produce up to 30 bopd on pump, a finding which was adopted by the Commission when it
entered the superceding order rescinding the requirement that the well be plugged.

Insum, L.O.’ sagpplicationislimited to an apped to useair-jetting as a production method because
L.O. cannot afford to properly equip the well. L.O. claimed that it would cost $40,000.00 to equip the
wdl with new equipment and that it lacked the funds to purchase that equipment. However, L.O. dso
submitted evidence that it has fully equipped wels completed in the same formation. No explanation was
givento show why L.O. could not move equipment fromitsother wells, or smply purchase used equipment
for the Brown No. 4 well.

L.O’srequest that it recelve an exception to air-jet the well because it cannot afford to properly
equip thewdl fallsto satisfy the explicit requirement of Rule 21(k)(1)(B)(iii) that an operator show that the
proposed exception is necessary to prevent waste or protect correlaiverights. The fact that a particular
company lacks sufficient capital to equip awell doesnot establish that awell will be abandoned and waste
will occur. Further, this pogtion is inconsstent with both L.O.’s prior representation that the well could
be restored to 30 bopd of pumping production, and its assertion in the instant application that the well was
capable of producing 150 barrels per month.

Additiondly, L.O."s argument that an exception is necessary to protect corrdative rights is
nonsensca and smilarly unsupported by the evidence. L.O. did not estimate the remaining reserves
underlying the subject lease. Further, it admits that there are no competing wells in the same field, which
precludes afinding that the subject leaseisbeing drained. Findly, L.O. aready possesses the opportunity
to protect any corrdative rights by producing the well through conventional means.

Because L.O. failed to make the required evidentiary showing under Rule 21(k)(1)(B)(iii) that an
exception was necessary to prevent waste or protect correative rights, it isnot necessary to consider any
of the discretionary requirements under Rule 21(k)(2). Accordingly, the examinersrecommendthat L.O.’s
gpplication be denied.
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Based on the record in this docket, the examiners recommend adoption of thefollowing Findings

of Fact and Conclusions of Law:

3.

FINDINGS OF FACT

L.O. Oil and Gas, L.L.C. (hereinafter “L.O.”) wasgiven at least 10 days notice of thisproceeding.
L.O. appeared at the hearing and presented evidence.

L.O. filed itsfirsd Commission Form P-5 (Organization Report) with the Commission on July 10,
2003. L.O. has pogted financid assurance with the Commission in the form of a $25,000 L etter
of Credit.

WEel No. 4 on the Brown “B” (13725) Lease (hereinafter “subject lease” or “Brown No. 4")
was drilled by Avian Tech Internationd, Inc. to atotal depth of 2430 feet. Thewdl w a s

perforated and completed on May 14, 1993 in the Marsha Field.

4.

L.O. was recognized by the Commission as the operator of the subject lease pursuant to the
Fina Order entered in Oil & Gas Docket No. 01-0235777 on October 21, 2003.

On Jduly 25, 2003, L.O. obtained a lease from the current minerd interest owner with a three
year primary term.

L.O. restored flowing production in the Brown No. 4 by injecting compressed air in the
well, a production method commonly referred to as “air-jetting”.  The well is connected by
flow lines to a tank battery and L.O. produced approximately 140 barrels of oil over a six
week period by air-jetting the well.

L.O. faled to establish that air-jetting the Brown No. 4 well would prevent waste or protect
correlative rights.

a L.O. admitted the well could be reequipped and restored to pumping production,
but claimed it lacked the necessary funds to properly equip the well.

b. Based on L.O.’s own testimony, the Commission found in Oil & Gas Docket No.
01-0235777 that the Brown No. 4 well could be restored to 30 bopd of pumping
production.

C. L.O. admitted that the well was capable of producing 150 barrels per month on pump.

d. No technica analysis was presented concerning the reservoir characterigtics of the
Marsha Field.
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e Although a gravity survey was submitted, no estimate of the remaning recoverable
reserves underlying the subject lease was presented.

f. No chemicd andyss of the paraffin content of any produced oil was presented to
establish the clam that paraffin build-up would impair pumping production.

CONCLUSIONSOF LAW
1 Proper notice of hearing was timely issued to the appropriate persons entitled to notice.
2. All things necessary to the Commission ataining jurisdiction have occurred.

3. L.O. faled to submit sufficient evidence to show that an exception to Statewide Rule 21 to
produce the Brown No. 4 Wl by air-jetting is necessary to prevent waste or confiscation.

RECOMMENDATION
The examinersrecommend that the Commission deny the application of L.O. Oil and Gas, L.L.C.,,
for an exception to Statewide Rule 21 to adlow production air-jetting of Well No. 4 on the Brown “B”
(13725) Lease.

Respectfully submitted,

Mark J. Hedmudler Thomas H. Richter
Hearings Examiner Technical Examiner



